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SUMMARY OF PIDCIAL CONCLUSIONS

Th purp of this Statement is to exam the charcteristics that make accountig information usful.
Those who prpa, audit, and us financial reprts, as well as the Financial Accounting Sta Boar, mll
often select or evalunte accounting alternatives. The charcteritics or quaties of information discussed in till
Statement are the ingrdients that make infonnation useful and ar the qualities to be sought when accountig
choices ar made.

AU financial repog is concern in varyng degrs with deision makng (though deision makers also
us inortion obtaied from other sorces). The nee for inormation on which to bas investmnt, cret,
mId simar decisions underlies the objectives of fiancial reportg. The usfulness of jnfonnation must be
evaluate in relation to the purpes to be seed , and the objectives of financial reportg ar focus on the

us of accounting information in decision making.
TIle celltr role asigned to decision making leads strght to the oveniding criteron by which al accunt-

ing choices must be judged. The bett choice is the one that, subject to considerations of cost, proucs &om
anlOng the available alternatives inormation that is most usfu for decision makg.

Even objectives that ar oriented more towards stewardship ar conccOled with decisions. Stewardhip
deals with the efciency, effectiveness, and integrty of the stewar. To say that stewarhip reporting is an
aspet of accunting s decision making role is simply to say that its purse is to guide actions that may nee
to be tlUten in relation to the stewar or in relation to the activity that is being monitore

Hierhy of Accounting Qualities

The charcteristics of information that make it a desirble commodty ca be viewed as a hierarchy of
qunlities, with usefulness for decison makg of most importlcc. Witllout usefulnes. there would be no ben-

efits from information to set agait its costs.

User-Spedfic Factors

In the 1ast analysis, each decsion maker judges what accounting inforation is useful, and that judgment is

influence by factors such as the decisions to be made, the mcthod of decision making to be used the infor-
mation alady possesse or obtainable from other sources, mId the decision maker s capacity (alone or with
profesional help) to proess the infonnation. TIle optial information for one user wil not be opti for

another. Conseuently, the Bo..m:. which must tr to cafer to many differnt us whie considering th bur-
dens p1ac on thos who have to provide inormation, constantly trads a fine liJIe between reuirg diselo-

sure of too much or to litte inor'\tion.

CON2-
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The hierahy separte usr-specific qualties, for example, understanbilty, frm qualties inrent in in-

fonnatiolL Information canot be usful to decision makers who cant undersan il, even though it may oth-

erwise be relevant to a deision and be reliablc. However, understandabilty of information is related to the
charcteristcs of the decision mak as well as the charterstics of the infonation itslf and, therefore, un-

derstandabilty cannot be evaluated in overa ter but must be judged in relation to a speifc class of deci-

sion makrs.

Prim)' Decison-8pec Qualties

ReJ(J!Qllce and reliabilty ar the two primar qualities that make accounting infonnation usful for deision
makng. Subject to constraInts impod by cost and materality, increas reJevan and increased reliabity
ar the charcteristics that make infonllation a more desirble commodity-tat is, one usefu in makg deci-
sions. If either of those qualties is completely missing, !he information will not be usful. Though, idely, th
choice of an accunting alternative should prouce information that is both more reable and more relevant, it
may be necsa to sarifice some of one quality for a ga in another.

To be relevant, infonnation must be tiy and it must have prictive value or feedback value or both To
be reliable, information mus have representational faithfulness and it must be veriable and neutral Campa-
rabmty, whch include consistency, is a seonda qualty that interacts with relevance and reliabilty to con-
trbute to the usefulnes of informatiolL Two consts ar inlude in the hierahy, bo priary quantita-

tive in chater. Information ca be useful and yet be too costly to justify providing it. To be usl and worth
providing, the benefits of information should exce its cost All of the qualities of infonnation shown are sub-
ject to a materalty threshold, and that is also shown as a constrt

Reltn'allce

. Relevant accounting information is capable of making a difference in a decision by helping users to form
predictions abot the outcomes of pasl, present, and futu events or to confirm or corrt pror expectations.
Information ca mae a difference to decisions by in1proving decision makers' capacities to pIl"Iict or by
providing feeback on earier expetations. Usualy, information does both at once, beause knowledge
about th outcomes of actions alady taken wil generaly imprve decision makers' abilties to predict 
relts of similar futu actions. Without a knowledge of the pat, thc bass for a preiction win usually be
lacking. Without an interet in the futur, knowledge of the pat is sterie.

. TinleIines, that is, having information avaiable to decision maker befor it loses its capacity to inuence
decisions, is an ancilar aspet of relevance. If inforation is not avalable when it is nee or bemes
available so long afer th rerted events that it has no value for future action, it lacks relevance and is of
litte or no us. Timeliness alone canot make infoffmtton relevant, but a lack oftimeJines can rob inorma-
tion of relevance it might othee have had.

Reliability

. The reliabilty of a meas rets on the faithfulness with which it repreents what it purrt to represent

coupled with an asurce for the usr that it has that representational quality. To be usful, information must

be reliable as well as relevant. Degrs of reliabilty must be regnized It is harly ever a question of black
or white, but mther of more reliabilty or less. Reliabilty rets upon the extent to which the accnting de-

scripton or measurment is verfiable and reprentation aly faithful. Neutrity of information al intercts
with those two components of reliabilty to affect the usfu)nes of the inoff1ation.

. Verifiabilty is a quality that may be demonsted by serig a high de of consensus among independ-
ent mears using th same measurmcnt method. Reprntational faithfulness, on th othr hand, refers

to the corrpoence or agrment between the accunting nmnbers and the reources or events those num-
bers pur to reprnt A high degr of corrspdence, however, doe not guatee that an accountig
measUrment wi be relevant to th user s need if th reurces or events repreented by the me!\Surment
are inapproprate to the pu at hand.

. Neutrity mean thaI. in formulating or implementig standa, the prmar concern should be the rel-
evane and reliabilty of the infonnation that reults, not the effect that th new rule may have ona paricular
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intert A neutr choice between accowltig alternatives.i fr frm bias towar a pretenn .rult
111e objectives of fiancial reporting serve many dierent inontion usrs who have divers interets, and
no one preetermined reult is likely to suit all interests.

COl1pambiit ami COllsisrellcy

. Inoration about a pr1icular enterprise gains grtly in usfulnes if it can be compared with similar infor-
mation about otherenterpris and with similar information abot the smne enterp for some othr period
or some otiJer point in tinJe. Compabilty between enterprises and consistency in the application of meth-
od over time increass the infoffational value of compasons of relative economic opportunities or per-
fonnance. The signifcan of information, especially qumltitative infonnation, dcpends to a grat extcnt on
the user s abilty to relate it to some benchmark

,'rlatmatil)'

. Materialty is a peasive concept that relates to the qualtative charcteriics, espeially relevan and reli-
abilty. Materialty and relevance are both define in teffS of what influences or makes a difference to a
decsion maker, but the two temlS ca be distinguished. A decision not to disclose certin information may
be made, say, beus investor have no ned for that kind of infortion (it is not relevant) or bcailSC thc
amounts involved ar too small to mak a diference (they ar not material). Magnitude by itself, without
regar to th natu of til item and the cirumstanes in which t!1e judgment has to be made , win not gener-
ally be a suffcient bais for a materiality judgment The Boa' s present position is that no gcnera standa
of materiality can be fonnulatcd to tak into account al tl1e col1iderations tht enter into an experience
human judgment. Quantitative materiality criteria may be given by the Boa in spific standar in the
future, as in the pa, as approprate.

Costs alld Bellifts

. Each usr of accunting inormation wil unquely perceive the relative value tq be attached to each quality
of that infoffation. Ultimately, a stadard-setting boy has to do its bet to meet the necds of soicty as a
whole whcn it promulgates a standard that sacrices one of thos qualites for another; and it must alo be
awa cOl1tantly of thc calculus of cots and benefits. In order to just reuiring a pacular dilosure, the
perceived benefits to be derved frm that disclosure mllt excee the percived costs asociated with it.
However, to say anything prese about their incidence is diffcult. There ar costs of using infoffation as
well as of providing it; and the bencfits frm providing fiancial infonnation accroe to prepars as well 
users of that innnauon. 

. Though it is unlikely that significantly improved means of measurg benefits will beome available in the
foreable futur, it sems possible that better ways of quantifying the incremental costs of regulations of
all kinds may grdually be develope, and the Boa will tch any such dcvelopments carfuly to se
whether they ca be applied to financia accountig standar. The Bo.1r caot cease to be concemed
about the cost-eftectivenss of its standar. To do so would be a dereliction orits duty and a dissIVice to its
constituents.

CON2-
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Statement of Financial Accounting Concepts No.

Qualtative Olaracteriscs of Accountig inormation
STATEi\IENT OF FIANCIA
ACCOUNG CONCE

1hs Statement of Financial Accountig Conccpt is
one of a series of publication in th Boo's concptal
fiWOlk for financitl acunting an repog. State-

ments in the series ar intended to set fort objectives
and funtal that wi be th bais fur developmet
of .fannJ accunting and repoing stand:u'd. Th ob-
jecves identiy th goas an purp of finaninJ re

pog. The fudamentas ar th underlyig concept
of finanal accounting-onepts that guide the selec-
tion of trctions, eycnts, and circwl1stances to be ac-

counted for, their reognition and me.'lurement, an!! 
means of summarg and communicatg thm to in-
terested paes. Concpts of tht 1)1J ar fud.1Ientnl in
the sense that other concepts flow frm them and re-

peated reference to thm wil be nec in establish.
ing, interpreting, and applying acuntig and reporting
stdar.

Th coceptual fu\\ 'OIk is a corent system of in-
terrlated objectives and fundamentals that is expeted
to lead to consistent standads and that prescbes the na-
lUre, function, and limits of financi,u acnting and 

portg. II is expeted to serve the public interest by 
viding strcture and dirction to financial accting
and repoing to fucilitate th proviion of evenhanded
financial and related inormation that is usful in asist-
ing capita and other marets to nmction effciently in al-
locting sce reou in the economy.

Establishment of objectives and identification of fun-
damental concept wil not dirtly solve fiancial ac-

counting and reportng prblems. Rather, objectives give
direction, and concepts are tools for solving
prblems.

Th Boad itslf is liely to be tlJC most diret beneli-

cimy of the guidane prvied by the Statemets in this
series. Thy wil guide the Boa in developing acunt-
ing an reportg standa by prviding th Boo with
a commn foundation and bac renig on which to
coide merts of alternatives.

However, knowlege of th objectives and copt
th Boo wil us in developing stan1I shuld also
enabJe thse who ar all"ected by or intereted in finan-

cial accunting sta to Imdcrtan beller the pur-

po, content, and charcteritics of inormation pro
vided by financial accounting and reporting. That
knowledge is expe to enhan th usfulnes of, and

confidence in, fianal acnting and reportng. Car-
ful us of the cooopt may also prvide guidance in re
solvig new or emergg prblems of fiancial acWlt-
ing and reporting in the absence of applicable

authoritative prnounments.
Statements of Finacial Accooting Concepts do not

establih stadads prcrbing accnntig produres or
disclos practi for pacular items or events, which
ar issued by th Boad as Statements of Financial Ac-
counting Standar. Rather, Statements in ths series de-
sc"b concept and relation tht wil undrlie fu fi-

nacial accunting standar and prnctce and in due
co see as a bais for evaluatg existig stanar
and practice.

Th Boar recogni that in cennin repe curnt
geney acpted acooting priiples may be incn-
sistent with those dlat may derive fr the objectives

and concept set for in Statemenls in ths series. How-
ever, a Statement of Financial Accounting Concepts
doe not (a) reuire a change in existing genernlly ac-
cepted accootig priples, (1) amnd, modify, or in-
terpret Statements of Finanial Accountig Stada,
Interptations oftlJC FASB, Opinions of the Accountig
Prnciples Boa, or Bulletins of the Committee on Ac-
counting Prure that arc in effect, or (c) justify either
changing existing genery accepted accnting and re-

porting practices or interpretig the pronouncements
listed in item (b) ba on persona interpretations of 

objectives an concep in the Statements of Fmaniil
Accunting Concpts.

Sinc a Statement of Fmanciil Accounting Concept
does not establih generay accpted accountig pri-
ciples or stada for th disclosre of financial inor-
mation outside of ficial statements in publihed fi-
nan repo, it is not intend to invoke application of
Rule 203 or 204 of th Rules of Conduct of the Code of
Prfesional Ethcs of the America Instue of Certified

Public Accountats (or suessr rules or amgemenls
of siar scope and intent). t 

su '" APB St!IIl\'O. 4, Bao Canc-ptt (DId AIXOIllng Priciples UlloedyiJlg Fintal Sta of Br..iness FJC-

terpries, Md !h Acctig Terloy BuJen "il coue to 

"" 

lhir inende puy de"b ob \''' Md cots unr-
I)ing sta 3I pr c.uSling at th li of lhir""ce.
tRule 203 pn1J 3 JJr of Ih Amri IlItue of OmifJe Publc Ac:nt: fr e.'prcsig an op oh Jial SltemoDl
roor with goy a.--p! actig prles if th stts cotan U I1ttal de fro an 3C"'tig prple prul-
gate by th Fmanci:1I AlXntig Stad: Bo wU th memb ca delltc tht of un cimsl:s th fial
Sla1=ent othe""", would Im-e bf rting. Rule 2( re membrs of !b Inte 10 justify de fr SI prulgaldi
by th Fman Acc SIa Bo fonh. di3to ofioforalon ou offi stments in pubt-d finaal repo.

CON2-4

Case 4:05-cv-00329-GKF-PJC     Document 2316-5 Filed in USDC ND/OK on 07/07/2009     Page 5 of 11



Qualitative Characteristics of Accounting Information CON2

Like othr prouncements of th Boo a Statemnt
of Finana! Accoting Concpt may be amended 
pers or withdwn by apropate action under th
Bo' Rilles if Proedure.

Objectives of Financial Reporting by Nonbusiness
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FRAMEWORK
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Enterprises (November 1978)

E:\-p Drats Being (or Yet to Be) Considered
by the Boad
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GLOSSARY OF TERMS

Bias
Bias in measurent is the tendency of a me-
ure to fal more often on one side than the other

of what is represents instead of being equally
likely to fall on either side. Bias in accounting
meure mean a tendency to be consistently too
high or too low.

Comparabilty
The quality of infonnation that enables us 
identify simarties in and ditTerences between

two sets of economic phenomena.

Completenes
The inclusion in repoI1ed infol1ation of every-
thing materiallhat is necsm for faithful repre-
sentationof the relevant phenomena.

Conservatism
A prudent reaction to unceaity to tr to ensur
that uncertinty and riks inherent in business

situtions ar adequately consider

Constency
Confol1ity from period to period with unchang-
ing policies and proedures.

Feeback Valne
The quality of liuofflation that enables users to
confinn or corrt pror expetalions.

Materiality
TIle magntude of an omission or misstatement of
accounting inormation that, in the light of sur-
rounding cirumtances, makes it prbable that
the judgment of a reasnable person relying on
the informatin would have been changed or in-

fluenced by the omision or misstatement

Neutrty
Absence in repoI1ed infol1ation of bias intended
to attai II preetel1ine reult or to induce a par-

ticular mode of behavior.

Predictve Value
The qualty of inOlmation that helps us to in-
crase the lielioo of cOIretly foreasting 
outcome of past or prent events.

Relevam:e
The capacity of infol1ation to make a diference
in a decision by helping usrs to fOl1 preictions
abot the outcomes of pat, prent, and fulte
events or to COnfil111 or corrt prior expetations.

RellabUity
Th quaty of inol1ation that asur that infor-
mntion is renably fre frm errr an bias and

faithfuUy represents what it purp to reprent.

Repreentational Faithes
Coo-endence or agrement between a meas-
ure or description and the phenomenon that it

purrt to repreent (someti caed validity).

TImelines
Having inl1ation available to a decision makcr
before it los its capacity to influence decisions.

Understnndabilty
The qualty of inormation that enables users to

percive its signcace.

Veriabilty
The abilty thugh consensus among measurrs
to ensre that inonnation reprnts what it pur-

po to repreent or that the chosen method of
mensurement has ben used without elTor or bias.

INODUCTON

1. The purpse of tltis Statement is to examine the
characteristics of accounting information ( that make
that infonnation useful. TIllS Statement is one of a
planned series of publications in the Bo;u:d's concp-
tua fnwork project It should be sen as a bridge
between FASB Concepts Statement No. 1, Objec-
tives of Financial Reporting by Business Ellterprises,
and other Statemcnts to be issued coverig the ele-
ments of financial st.1tcmcnts an their reognition,
measurement, an display. TIle Statement on objec-
tives was concered with the purposes of fiancial
reporting. Later Statements wil be concerned with
questions about how those purposes ar to be at-
taied; and the stadards that the Boa has isued
and wil issue frm time to time ar also intended to

Accting in0rtion" "Womtion provi by fina31 repong." 3J v3r3I on Ih= d= ar =d inteb3ge in !hSta=eL 
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Case 4:05-cv-00329-GKF-PJC     Document 2316-5 Filed in USDC ND/OK on 07/07/2009     Page 7 of 11



Qualitative Characteristics of Accounting Information CON2

attain thos pUlses. The Boo believes that, in be-
tween the "why" of objectives and the ' 'how'' of
other Statements and standan, it is helpful to share
with its constittlcnts its thg about the charater-
istics that th information caed for in its standan
should have. It is thos charcteristics that distiguish
more useful accunting infonnation frm les usful
inormation.

2. Althugh Ihose charcteristics ar expeted to be
stable, they are not immutable. They ar affected by
the economic. lega, politica, and soial envirnment
in which finlUlcial reportg taes place and they may
also change as new insights and ncw researh reults
ar obtained. Indeed, thcy ought to change if new
knowledge shows prent judgments to be outdated.
If and when that happens, revised concepts State-
ments wil ne to be issued.

3. Although conventionaly refeJT to as qualitative
charcteritics, some of the more important of the
charcteristics of accounting information that make it
usful, or whose absence limit its usfulnes, tu out
on close inpetion to be quantitative in nattlre (for
example, costless) or to be partly qualitative and
partly quantitative (for examplc. reliabilty and time-
liess). While it wil sometimes be important to keep
those distinctions in mind, it wil usually be conve-
nient, and not misleading, to refer to al of the charc-
teristics of infonnation discussed in ths Statement as
qualities" of information.

4. The qualties of infonnation discussed in this
Statement apply to financial information repoed by
business enterprises and by not-for-profit organiza-
tions. Allhough the discussion and the exanlples in
ths Statement ar expresed in tenns commonly re-
lated to busines enterprise, they generally apply to

no-for-prfit organtions as well "Objecives of fi-
nancial reportng by business enterse,

" "

investors

and creditors,

" "

investment and credit decisions,
and simlar tenns are intended to encompass their
counterpar for not-far-profit organiations, "objec-
tives of fiancial reporting by not-for-profit organiza-
tions,

" "

reur providers," "resoe alloction de-
cisions," an similar telTs. 2

5. To ma:drnze the usefuhICss of accounting infor-
mation, subject to considerations of thc cost of pro-
viding it, entais choices between altemative accunt-

ing method. Those choices wil be made more.
wisly if the ingredients that contrbute to "usful-
ness" are better understoo. The characteristics or
qualties of inormation discussed in th Statement
arc, indee, the ingredients that make information
usful. They ar. therefor, the qualties to be sought
when accounting choices ar made. They ar as near
as onc can conIC to a set of criteria for makng those
choices.

TIle Nature of Accounting Choice

6. Accounting choices are made at two levels at
leasL At one level they are made by the Boar or
other agencies that have the power to reuir busi-
llCSS enterprises to repolt in som paicular way or, if
exen:ise negativcly, to prohibit a method that thse
agencies consider undesirle. An example of such 
choice, made many year ago but stil accepted as au-
thortative, is the pronounement by the Commttee
on Accounting Procedure of the American Institue
of Certfied Public Accountants that" . . . the exclu-
sion of all ovemea from inventory costs does not
constitute an accepted accounting procedure"3 for

general purpse exteral financial reportng.

7. Accounting choices ar also made at tllC level of
the individua enterprise. As more accounting stand-
an are issued, the scop for individual choice inevi-
tably beomes cirlm1scribe. But there ar now and
wil always be many accounting decisions to be
made by reporting enterpes involving a choice be-
tween alternatives for which no standar has been
promulgated or a choice between ways of imple-
menting a standa

8. Those who ar unfamiliar with the nature of ac-
countig ar often surprised at the lare number of

choices that accountants are required to mak. Yet
choices arse at every turn. Deisions must fit be
made about the natu and definition of assets and li-
abilties, revenues and expense, and the criteria by
which they ar to be reognize. Then a choice must
be made of th attbute of asts to be measur-
historcal cos, currnt cost. currt exit value, net re-
alizable value, or present value of expeted cash
flows. If costs have to be allocated, either among
time period (for example, to compute depreiation)

. or among servce beneficiares (for example, indlltry
segments), method of alocation must be chosen.

3n pagrph is as amnd by FASB COIts Swem,mt No. 6, Elemen of Finid SttemenlS (Da..nM 1985).

Accog Res."n:b.Bullel No. 43, RtsrOIenm 011,1 Rel'.son of Acclol1g Res", BuUerll OIer 4. pa. 5.
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CON2 FASB Statement of Concepts

Furf, choice mus be made concerng the level
of aggrgation Of disagggation of (he inforation

to be disclos in financial report. Should a pacu-
lar subsidiar company be consolidated or should its
fiancial statements be presented separtely? How
many reportable segments should a compay reog-
nize? Choices involving aggregation arse at every

point. Stil othef choices concern the selection of 
terminal date of an enterprise s financial year. the
fOfm of desriptive captions to be us in its financial

sttements, the selection of mattrs to be conunted
on in notes or in supplementa inormation, and the
wording to be use.

9. Tht lit of choice, which is by no mean com-
prehensive, iUustrtes some of the more important
choice that are in financial reportg. Reference
throughout this Statement to alternative accounting

policies, meth, or choices refer to the kind of al-
ternatives ilustraed above.

10. If alterntive accounting method could be given

points for each ingrient of usefulne in a paicular
situation, it would be an easy mattef to add up each
method' s points and select the one (subject to lts
cost) that scored highcst-s long, of cour, as there
were genera agrement on the scoring system and
how points were to be awarded Ther ar some who
seem to harr the hop that somewhere waiting to
be discovered there is a comprehensive scring sys-
tem tht ca prvide the univers criterion for mak-
ing accounting choices. Unfortunately, neither the
Board nor anyone else has such a system at the
preent time, and there is litte probabilty that one
will be forthcomig in the foreeeable future. Conse
quently, those who must choose among alternatives
ar foreed to faU back on human judgmnt to evalu-
ate the relative merits of competing methods. If it
were not so, ther would be no nee for a standar-
settiug authority; for by means of th comprhensive
scoring system, agreement on the "best" method
would easly be secd.

II. That doe not mean that nothing ca be done to
aid human judgment. By identifing and defining the
qualities that make accounting information useful,
th Statement develops a number of generaations
or guidelins for makg acounting choices that 
intended to be usel to ale Boa, to its staf, to pr-
parers of fiancial statements, and to all oter inter-
estcd in fiancial reporting. For the Board and its
staf, tile qualities of usful accounting inonntion
should provide guidance in developing accunting
stada that wil be consistent with the objectives

of financial reportng. TIus Statement alo provide a
tenninology that should promote consistency 

stadar setting. For prep.-u-rs of financial infoffla-
tion, th qualties of usful accounting information
should provide guidancc in choosing between alter-
native ways of representig economic events, espe-
cialy in dealg with situations not yct cleary cov-
ere by standars. This Statement als should be

useful to those who use inortion provided by fi-
nancial reportg. For thm, its main value wil be in
incring their understaning ofbo th usfuess
and the limitations of the financial inormation that is

prvide by business entelprise an other organiza-
tions, either dirtly by financial reporting Of indi-
rely thugh the commentares of fianal analyst
and others. TImt incrasd understanding should be
conducive to better-infoffed decisions.

12. The nee for improved communication, espe-
cially between the Board and its constituents, pro-
vides much of tile rationale for the whole conceptual
frmework project and particularly for this State-
ment inee improved communication nlaY be the
pricipa benefit to be gained from it. It is important
that the concept us by th Board in reaching its
conclusions be understoo by those who mus apply
its standa and those who use the reults. for with-
out undertanding, standar beme mere aritrar
edicts. COlmnunication wil alo be faciltated if there
is widespred us of a common tenninology an a
conuon set of defitions. The terminology use in
this Statement is alredy widely, though not univer-
sally, used and its genera adoption could help to
elate many misunden;tandings. The definitions
of the principal term used have been brought to-
gethef in the glossa on page CON2-6.

13. It should perhps be emphasized here that this
Statement is not a standard. Its purpse is not to make
l1les but to provide pa of the couceptual ba on
which rule makng ca stand. Unless that distinction
is understoo, ths Statement may be invested with
more authority tllan a discussion of concepts has a
right to ca.
14. Whether at the level of the Boad or the indi-
vidual prpar, the primar criterion of choice be-
tween two alterative accounting methods involves
asking whch method produces the better-tat is
the mor usefu-information. 1f that question ca be

anere with reasnable asce, it is thn nec-
sary to ask whether the value of th better informa-
tion sufciently exceed that of the inferior infora-
tion to justi its extr cost, if any. If a satisfactory

CON2-8
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Qualiative Characteristics of Accounting Information CON2

aner can agai be given, the choice between th al-
ternative method is clea.

15. The qualities that disinguih "better" (more us-
ful) information from "inferor" (less useful) infor-
mation ar priy the qualties of relevane and re-
liabilty, with some other charcteristics that those
qualities imply. Subject to consdemtions of cost, the
objective of accountig poliey decisions is to pro-
duce accounting information that is relevant to the
purpses to be served and is reliable. Thc IIeangof
thse terms, the reogition that ther ar grdations
of relevance and reliabilty. and the problems that
are if tre-offs between them are necesar all 
matters discussed in later paragraphs of this

" Statement.

16. Accounting choices made by the Board and
those made by individual statement prepars have
this in common: thy both aim to prouce infonna-
tion that satifies thos criteri Yet, though the obje-
tives of the Boar and of individual preparers are
alike in that repet, the Boa doc not expet al its

policy decisions to accord exactly with the prefer-
encs of every one of its constitunts. Indee, 
clearly cmmot do so, for the preferences of its con-
stituents do not accord with each other. Left to them-
selves, buines enterprises, even in the same indus-
try, would probably choose to adopt different
reportg method for similar circumstances. But in
return for the sacrifice of some of that frdom, there
is a gain from the greater comparabilty and consis-
tency tht adherence to externaly imposed standars
brgs with it. There ruso is a gain in credibilty. The
public is naturly skeptical about the reliabilty of fi-
nancial reporting if two enterprises account difer-
ently for the sam economic phenomena.

17. Throughout th Statement. readers should keep
in miJl the objectives of the Board in issuing ac-
counting standards of widespred applicabilty mId
th of individual prpars who ar concerned with
the inormational needs of a paricular enterprise.
Though the criteria by which information should be
judged ar the sae whether the judgment is made
by the Board or by a prepar, they cannot be ex-

peted always to prouce agrment on a prefelTd
choice of accunting method. The best accounting

policies wil provide infooation that best achicves
th objecives of financial repog. But whatever in-
fonnation is proYided, it cannot be expeted to be
equally useful to all preparrs and users, for the
simple reason that individual need and objectives
var. The Board strives to serve the needs of all,

knowing that in doing so some individual prefer-
ences ar sacrificed Like motorists who observe tm-
fie laws in the interet of their own and genera tre
saety. so long as others do th sae, in genera , those

who have to subordinate their invidual preferences
to observe common accounting standar will, in the
long run, gain mor than tlleY lose.

18. The analogy between accountig star and
trc Jaws merits doser examination. Trac Jaws

im cert mia or ma.xima in regulating be-
havior but sti permt coniderale flexibilty in drv-
ing habits. A speed limit leaves slow drivers to
choose thir sped below the maxum and does not
prohibit pasing by oter drivers. Even a reuiremcnt
to drve on the right allows a driver to choose and to
change lan on all but ver mumw rods. The point
is that in most repets the trffc laws allow for con-
sidemble varations wjtl1i a fuwork of rules. In
setting accoting stand.1r, the Board also strves to
leave as much room as possible for individual
choices mId preference while seming the degre of
confonnity necsa to attain its objetives.

19. Th Statement must be sen as part of the larer
conceptual frework, an important part of the foun-
dations of which were laid with the publication of
Concepts Statement 1. Th Statement, witl1 th pro

posed Statement on the elements of financial state-
ments of busins enterpris, is pa of the seond
stage of the strctur. With successive stages, the

level of abstrction will give way to incrasg speci-
ficity. The quaitative charcteristics discuse in this
docwnent ar formulated in mther gcncra tcnn. As
they ar brought to bear on paricular situations in
subsequent pronouncemcnts, however, those gener-
alizations wi give way to speifc applications.

20. Wlule ths Stlltement concentrte on guidelies
for making accounting choice, either by the Boa
or by those who provide financial information, its
function is not to make those choices. Insofar as
those choices lie within the Boar' s responsibilty,
some of them (for exmnple, thos relatig to the at-

trbues of asts and liabilties tht should be mea-
ured and presented in financial statements) wil be
made in other par of the conceptual fmmework
projet. Other choice will be made in tile standars
to be issucd by the Boar frm time to time. The
qualtative charctertics put forw in ths State-
ment are intended to facilitate those choices and to
aid in makg tlrem consistent with one anothr.

CON2-
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The ObjectiYl'S ofFinancinl Report

21. The objectives of fiancial reporting underlie
judgments about th qualities of financial infonna-
tion, for only when those objectives have ben estab-
lished can a star be made on defining the charcteris-
tics of the infonnation needed to att them. In
Concepts Statement 1, the Boa set out the objec-
tives of fiancial repoing for busines enterprises
that wil guide it Th infonnation covere by that
Statement wa not lited to the contents of financial

- statements. "Fmancial reportng," the Statement sad
includes not only financial statements but alo othr

meas of communcating infonnation that relates, di-

rectly or inditly, to the inforation provided by
the accountig system-at is, information about an
enterprise s resources, obligations, eargs, etc.

(pagmph 7).

22. The objectives of financial reporting ar summa-
rized in the following excerpts ftm the Statement:

Financial reporting should provide infor-
mation that is usl to prent and poential
investors and creditors and other users in
mag rational investment, crit, an simi-
lar decisions. The information should be
complehensible to those who have a reason-
able understandig of business and economic
activities and are wiling to study the infor-
mation with reasonable dilgence. (para-
grph 34)

Financial reportg should provide infor-
mationto help pre nt and potential investors
and creitors and other users in assesing the
amounts, timing, and uncertainty of pro-
tive cash reipts from dividends or interest
and the pro from the sale, reemption,
or maturity of securities or loans; The prs-
pets for those cash reipts ar afted by

an enterprise s abilty to generate enough
cah to me its obligations when due and its
oter cash oprating nee, to reinves in op-
erations, and to P.1Y cah dividends and may
also be affected by perceptions of investors
and creditors generally about that abilty,
which afect maret prices of the enterpri'
securities. Thus, financial reportng should
provide inforation to help "investor, credi-
tors, and others assess the amounts, timing,
and uncertaity of prospetive net cash in-
flows to the related enterpri. (pgmph 37)

Financial reportng should provide infor-
mation about the economic resurces of an

enterprise, the claims to those resoures (obli-
gations of the enterprise to transfer reourc
to other entities and owners' equity), and the
effects of transactions, events, and circum-
stances that change resources and claims to
thos reours. (pagrph 40)

Financial reporting should provide infor-
mation about an enterprise s financial per-
formance during II period. Investors and
crtors often use inormation about the pat
to help in asing th prospets of an enter-
pri. Thus, although investment and crdit

decisions reflect investors' and Critors ' ex-

petations about futur enterprise perform-
ance, those expetations ar commonly bad
at least paly on evaluations of past enter-
prie peom1acc. (prah 42)

TIle priar focus of financial reportng is
infonnation about an enterprie s perfonn-
ane provided by measur of earings and
its compoents. !paragraph 43)

Financial reporting should provide infor-
mation about how an enterprise obtains and
spends cah, about its boITowing and repay-
ment of boITwig, about its capit..u. transac-

tions, including cah dividend and other dis-
trbutions of enterprise re01lces to owners,
and about other factors that may afect an en-
terprise s liquidity or solvency. (para-

grph 49)

Financial reporting should provide infor-
mation about how management of an enter-

pre has discharged its stewardhip reponsi-
bilty to owners (stockholder) for the use of
enterprise resources entrsted to it. (para-

grph 50)

Financial reporting should provide infor-
mation that is usefu to manager and dir-
tors in making decisions in the interests of
owners. fpagrph 52)

23. The Statement on objectives makes clea (par-
grph 31) thatfindal repo/1ing means general plU'

pose e:1emaljinancial reporting by business enter-
prises. Genera purpse fiancial rerting attempts
to meet "the infonnational needs of extemal users
who lack the authority to prescr the financial in-
fOID13tion they want frm an enterpse an therefor
must use the information that managemnt commu-
nicates to them" (pargrph 28). General purpose
statemets ar not all pur statements, and never
can be.
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